
By R. DAVID BELLI 

Plant and Equipment Expenditures by Foreign AffDiates of 
U.S. Corporations, 1971-78 

L HE rate of growth of plant and 
equipment expenditures by U.S.-owned 
foreign affiliates is expected to dip 
significant]}' this j 'ear but will speed up 
slightly in 1973. The most recent survey 
of affiliates' spending plans indicates 
outlays are expected to rise onlj^ 4 per­
cent this year following an increase of 
14 percent in 1971. First estimates for 
1973 indicate an expenditure increase 
of 6 percent. For the 3 years 1971-73, 
petroleum industrj^ affiliates show high 
rates of expansion each year while 
expenditures by manufacturing affiliates 
displaj' very little growth.' 

Final figures for 1971 spending were 
significant!}' higher than had been in­
dicated in the previous semiannual 
survey. That survey was conducted at 
the end of last year after most expendi­
tures had been completed, so that the 
revision of the 1971 figure primarily 
reflects more and better information 
available to reporters. Also, several 
large reporters do not report spending 
projections but file only j-earend final 
figures. Expenditures of such reporters 
are assumed to expand at the same rate 
as reported projections of other re­
porters, but in 1971 their rate of 
expansion was faster and this was not 
reflected in the 1971 data until the most 
recent report was filed. The current 
estimate of 1972 spending, in dollars. 

NOTE.—Data for this article were prepared 
under the supervision of Howard Murad. 

1. These findings are the result ol B EA's latest semiannual 
survey, taken In June 1072, covering about 460 U.S. direct 
investors and their 4,800 affiliates. The data are universe 
estimates, derived from reported sample data, for gross prop­
erty, plant, and equipment expenditures by all directly 
held ninilates in which the U.S. equity interest is 28 percent 
or more. 
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is $15.4 billion, up slightly from the 
previous projection. However, because 
of the upward revision of the 1971 
figure, the current estimate of the in­
crease in affiliate spending this j'ear, 4 
percent, is dowTi from the 7-percent 
increase projected 6 months earlier. 

An attempt was made in the latest 
survey, as in the previous one (see 
March 1972 issue of the Survey), to 
assess the effects on affiliate spending 
of the various economic policj^ measures 

instituted beginning in August 1971. 
Of the 325 parent company responses 
to the special questionnaire, 305 indi­
cated that these measures had no 
identifiable direct effect on their affili­
ates' capital expenditures. The remain­
ing 20 companies reported a mixture of 
effects, in some cases lowering and in 
other cases raising planned expenditures. 
In sum, it appears that other factors 
such as anticipated demand, profitabil­
ity, and availability of financing have 
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played the more identifiable role in 
investment decisions, with no clear 
impact as yet from the devaluation of 
the dollar and iacentives to domestic 
expansion instituted since last August. 

Nevertheless, the relative growth of 
domestic and foreign plant and equip­
ment expenditures appears to have 
changed dramatically from 1971 to 
1972. Last year, foreign spending in­
creased 14 percent while a 2-percent 
increase was recorded in the United 
States. This year, the 4-percent rise 
scheduled abroad is well below the 
most recent estimate of a 10-percent 
increase ia the United States (see 
report on p. 14). If 1972 expectations 
are realized both at home and abroad, 
this will be the first year since 1968 in 
which domestic spending will have 
grown faster than spending by affiliates 
abroad. 

The faster growth in domestic ex­
penditures is probably a result of the 
United States being further ahead in 
the business recovery cycle than most 
other developed countries. As an indi­
cation of this, expenditures by affiliates 
operating in the Canadian economy, 
which is tied closely to that of the 
United States, are expected to rise 9 
percent this year, about the same rate 
of increase as in the United States. 
Spending in 1972 in all other developed 
areas taken together is expected to re­
main at approximately the 1971 level, 
while in developing areas an 8 percent 
rise in outlays is projected. 

The 6 percent rise in affiliate spending 
planned for 1973 is concentrated by 
area in the developing countries and by 
industry in petroleum. The high level 
of unused manufacturing capacity, 
particularly in Western Europe, sug­

gests that increases in these ex­
penditures in developed areas may lag 
behind the economic recovery abroad. 

Industry and area patterns 

The projected growth ia spending 
abroad ia 1972 and 1973 is centered in 
substantial expansion by affiliates in 
the petroleum industry. Following a 
record 25 percent increase in 1971 which 
boosted outlays to $4.7 billion, plant 
and equipment expenditures of petro­
leum affiliates are expected to rise 10 
percent this year and 13 percent ia 
1973. The substantial growth in spend­
ing is primarily related to the need to 
extract, refine, transport, and market 
an iacreasing volume of petroleum 
products in response to the world's 
soaring energy requirements. 

Continuing negotiations on pricing 
and local participation, as well as the 

T a b l e L ' ^ E s t i m a t e s o f P l a n t a n d E q p i i p m e n t E x p e n d i t u r e s b y F o r e i g n A f f i l i a t e s o f U . 
C h a n g e a n d A m o u n t 

TolBl 

By industry 

Mining and smelting 
Petroleum. 
Manufacturing 

Chemicals 
Machinery 

other manufacturing 

Other Industries 

By area 

Canada 
Latta American Republics and other 

Western Hemisphere 
Eiuope 

United Kingdom 
European Economic Community 
Other 

Australia, New Zealand, and South 
Africa 

Japan 

Other areas 

By OFDI schedule 

All schedules' 
Schedule A 
Schedules 
Schedule C 

Percent change 

Actual 

1968 

1 

12 
10 

- 7 

0 
- 7 

-22 
- 6 

3 

- 6 

29 
-14 

- 8 
-19 
- 4 

4 

29 

20 

3 
24 
8 

-16 

1969 

15 

9 
10 
19 

- 9 
32 
29 
27 

23 

10 

12 
20 

27 
20 
4 

16 

6 

20 

16 
17 
14 
18 

1970r 

21 

22 
6 

31 

16 
43 
33 
31 

30 

17 

6 
33 

22 
42 
18 

32 

39 

4 

21 
8 

24 
34 

1071 

14 

26 
26 
6 

14 
6 

-16 
9 

11 

8 

- 6 
16 

9 
18 
19 

26 

40 

21 

15 
11 
17 
17 

Current pro­
jections 

for:' 

1972 

4 

- 4 
10 
2 

- 4 
9 

11 
- 4 

7 

9 

6 
0 

-14 
4 

10 

6 

- 6 

10 

3 
1 
3 
4 

1973 

6 

2 
13 
0 

- 5 
3 

- 4 
1 

11 

7 

6 
2 

8 
0 
2 

-10 

23 

16 

6 
12 
6 
0 

Prior pro­
jections 

for: a 

1971 

9 

21 
23 

- 1 

4 
- 3 

-16 
4 

4 

8 

-12 
7 

4 
8 

11 

20 

16 

20 

9 
19 
8 

10 

1972 

7 

2 
8 
7 

0 
9 
2 

10 

12 

10 

- 3 
7 

7 
6 

10 

- 5 

18 

17 

7 
1 

14 
6 

S. Corporations, Actual and Projected, by Percent 

Billons of dollars 

Actual 

1967 

9.3 

.9 
3.0 
4.6 

1.2 
1.1 
.8 

1.4 

.8 

2.2 

1.3 
3.6 

1.0 
2.1 
.6 

.7 

.3 

1.1 

7.0 
2.0 
2.4 
2.7 

1968 

9.4 

1.0 
3.3 
4.2 

1.2 
1.0 
.6 

1.3 

.8 

2.1 

1.6 
3.1 

.9 
1.7 
.6 

.7 

.4 

1.4 

7.2 
2.4 
2.6 
2.2 

1969 

10.8 

1.1 
3.6 
6.0 

1.1 
1.3 
.8 

1.7 

1.0 

2.3 

1.8 
3.7 

1.2 
2.1 
.5 

.8 

.6 

1.6 

8.4 
2.9 
2.9 
2.6 

1970' 

13.0 

1.4 
3.8 
6.6 

1.3 
1.0 
1.1 
2.2 

1.4 

2.7 

2.0 
5.0 

1.4 
2.9 
.7 

1.0 

.6 

1.7 

10.3 
3.2 
3.6 
3.6 

1971 

14.8 

1.7 
4.7 
6.8 

1.6 
2.0 
.9 

2.4 

1.6 

3.0 

1.8 
6.7 

1.5 
3.4 
.8 

1.3 

.9 

2.1 

11.8 
3.4 
4.2 
4.1 

Current pro­
jections 

for:' 

1972 

15.4 

1.7 
5.2 
6.0 

1.4 
2.2 
1.0 
2.3 

1.6 

3.2 

1.9 
6.8 

1.3 
3.6 
.9 

1.3 

.8 

2.3 

12.2 
3.6 
4.4 
4.3 

1973 

16.3 

1.7 
6.9 
6.9 

1.3 
2.3 
1.0 
2.3 

1.8 

3.6 

2.0 
6.9 

1.4 
3.6 
.9 

1.2 

1.0 

2.7 

12.8 
3.9 
4.6 
4.4 

Prior pro­
jections 

for: a 

1971 

14.2 

1.7 
4.7 
6.4 

1.3 
1.8 
.9 

2.3 

1.4 

3.0 

1.7 
6.4 

1.6 
3.2 
.7 

1.2 

.7 

2.2 

11.2 
3.6 
3.0 
3.8 

1972 

15.2 

1.7 
6.1 
6.8 

1.3 
2.0 
.9 

2.0 

1.6 

3.2 

1.7 
6.7 

1.6 
3.3 
.8 

1.2 

.8 

2.6 

12.0 
3.6 
4.4 
4.0 

' Revised. 
1. Based on results of the survey taken in Juno 1972. 
2. Based on results of tho survey taken in December 1971, as published in March 1972; no 

adjustments havo been made to reflect information received subsequent to tho publication. 
3. Does not Include Canada. 

NOTE.—Spending projections are adjusted In order to eliminate—or at least reduce—any 
systematic bias in response to the four surveys ot estimated expenditiu'es taken for each year 
(in June and December of the preceding year and Juno and December ot the year in question, 
I.e., A, B,C, and D reports) before tho final figures are available (the E report). The 1972 

projection Is based on the third estimate (O report) of spending for the year. The 1973 pro­
jection is based on the flrst estimate (A report) of spending for the year. For 1972 C and 1973 A, 
separately, the projections were derived by calculating ratios ot actual spondlnE (tho final E 
estimate) to tho reported expectation for each of the previous 5 years. No bias adjustment was 
made unless there was a deviation in the same direction In at least 4 ot the 5 years. Also, no 
adjustment was made to items below $10 million. When adjustment was necessary under those 
criteria, the median ratio ot actual to expected spending in the 6-ycar period was applied as an 
adjustment factor. (For further discussion, see tho Note on Methodology on page 31 of the 
September 1971 SURVEY.) 
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recent nationalization of two important, 
largely European-oAvned companies, 
have affected the investment climate in 
some petroleum producing areas and 
may be shifting the geographic focus 
of petroleum expansion. Expenditures 

by petroleum affiliates in Africa (ex­
cluding the Republic of South Africa), 
after reachiag a peak of $560 million 
in 1969, have declined steadily and 
1973 outlays are expected to be only 
$225 milUon. The decline in Africa is 

centered in Libya. In Venezuela, too, 
expenditures are expected to continue 
to decline through next year. In the 
rest of Latin America taken together, 
spending will decrease slightly this 
year following a 70-percent rise in 

T a b l e 2 . — E s t i m a t e s o f P l a n t a n d E q u i p m e n t E x p e n d i t u r e s b y U . S . C o r p o r a t i o n s ' F o r e i g n M a n u f a c t u r i n g A f f i l i a t e s , b y S e l e c t e d C o u n t r y — 
S u m m a r y o f S u r v e y s 

[Millions of dollars] 

Actual 

1967 1968 1969 1970' 1971 

Projection' 

1972 1971 

Actual 

1967 1968 1969 1070' 1971 

Projection» 

1972 1973 

All areas _ 

Chemicals , 
Machinery 
Transportation equipment 
Other manufacturing , 

Canada 

Chemicals 
Machinery , 
Transportation equipment , 
Other manufacturing 

Latin American Republics and other 
Western Hemisphere 

Chemicals 
Machinery 
Transportation equipment , 
Other manufacturing , 

Argentina 
Chemicals 
Machinery 
Transportation equipment 
Other manutaoturing 

Brazil 
Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Mexico 
Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Other 
Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Europe 

Chemicals 
Machinery 
Transportation equipment 
Other manufactiuing 

United Kingdom 
Chemicals 
Machinery 
Transportation equipment 
Other manufacturtag 

European Economic Community... 
Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Belgium and Luxembourg 
Chemicals 
Machinery 
Transportation equipment 
Other manufactmlng 

France 
Chemicals 
Machinery 
Transportation equipment 
Other manufacturing 

Germany 
Chemicals 
Machtoery 
Transportation equipment 
Other manufacturing 

4,525 

1,210 
1,088 

796 
1,432 

1,001 

166 
100 
234 
411 

605 

160 
78 
88 

188 

100 
30 
18 
34 
18 

131 
29 
36 
34 
33 

133 
60 
17 
8 

48 

141 
30 
8 

13 
90 

2,332 

636 
713 
370 
604 

643 
127 
141 
124 
261 

1,438 
427 
610 
245 
266 

200 
110 
46 
23 
21 

371 
60 

176 
76 
70 

618 
96 

184 
142 
96 

4,191 

1,208 
1,016 

618 
1,349 

854 

168 
144 
194 

674 

179 
86 
00 

220 

71 
16 
16 
22 
18 

186 
60 
40 
51 
36 

181 
70 
17 
6 

136 
33 
12 
13 
78 

2,012 

624 
689 
233 
666 

682 
111 
148 
74 

249 

1,196 
314 
486 
146 
249 

162 
78 
42 
5 

27 

307 
28 

179 
32 

424 
64 

106 
106 
88 

4,976 

1,118 
1,344 

796 
1,719 

1,036 

169 
222 
211 
434 

611 

198 
96 

104 
214 

96 
14 
23 
40 
18 

184 
72 
40 
39 
33 

170 
68 
22 
14 
76 

161 
66 
g 

11 
86 

2,639 

483 
881 
390 
784 

868 
126 
183 
168 
380 

1,440 
288 
620 
210 
321 

111 
33 
30 
4 

43 

338 
30 

192 
41 
76 

607 
65 

273 
169 
110 

6,462 

1,270 
1,912 
1,060 
2,212 

1,160 

186 
212 
289 
474 

668 

170 
140 
111 
246 

138 
15 
46 
40 
29 

181 
40 
66 
31 
64 

204 
61 
28 
26 
90 

146 
64 
12 
6 
73 

3,669 

662 
1,308 
651 

1,048 

1,075 
164 
233 
106 
482 

2,164 
416 
067 
336 
446 

186 
66 
38 
7 
74 

546 
36 
314 
84 
110 

934 
138 
409 
237 
160 

6,800 

1,465 
2,032 
897 

2,416 

1,094 

243 
164 
627 

668 

171 
170 
91 
236 

115 
16 
46 
18 
36 

231 
40 
79 
50 
02 

186 
74 
31 
18 
64 

135 
42 
14 
6 
74 

1,902 

1,299 
641 

1,204 

1,092 
192 
238 
154 
608 

2,467 
568 
947 
376 
576 

239 
101 
46 
10 
82 

638 
69 
270 
72 
136 

1,154 
212 
421 
273 
248 

1,397 
2,222 
1,000 

1,273 

276 
262 
208 
628 

875 

200 
170 
231 
274 

12 
24 
14 
18 

428 
41 
98 
181 
108 

235 
106 
35 
26 

144 
41 
13 
10 
80 

3.672 

702 
1,445 
464 

1,071 

798 
163 
228 
96 
322 

2,613 
469 

1,109 
346 
600 

259 
79 
76 
9 
06 

630 
64 
318 
95 
153 

1,067 
182 
424 
222 
239 

6,914 

1,326 
2,294 
957 

2,337 

1,209 

247 
223 
161 
678 

241 
203 
197 
266 

02 
11 
35 
26 
20 

392 
68 
129 
112 
93 

264 
112 
29 
62 
71 

148 
60 
10 
7 
71 

3,742 

607 
1,601 
497 

1,077 

912 
160 
217 
119 
426 

2,600 
399 

1,214 
361 
526 

243 
63 
110 
17 
63 

673 
60 
348 
51 
116 

1,122 
140 
470 
266 
246 

Europe—Continued: 

Italy 
Chemicals 
Machinery 
Transportation equipment. 
Other manufacturtag 

Netherlands 
Chemicals 
Machinery 
Tronsportatlon equipment. 
Other manufacturing 

Other 
Chemicals.. 
Machinery 
Transportation equipment. 
Other manufacturing 

Japan. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

Australia, New Zealand, and South 
Africa 

Chemicals 
Machinery 
Transportation equipment. 
0 ther manufacturing 

Australia, and New Zealand., 
Chemicals 
Machinery 
Transportation equipment. 
Other manufacturing 

South Africa 
Chemicals 
Machinery 
Transportotion equipment. 
Other manufacturing 

Other Africa. 

Chemicals 
Machinery 
Transportation equipment. 
Other manufacturtag 

Middle East. 

Chemicals 
Machinery 
Transportation equipment.. 
Other monulacturlng 

Other Asia and Paclllc.. 

Chemicals.. 
Machinery 
Transportation equipment. 
Other manufacturing 

India 
Chemicals 
Machinery 
Transportation equipment. 
Other manufacturtag 

Other 
Chemicals 
Machinery 
Transportation equipment., 
Other manufacturing 

160 
34 

198 
137 

21 

261 

190 

81 
64 
2 

43 

256 

47 
28 
86 
96 

214 
33 
23 
76 
82 

42 
14 
5 

10 
13 

31 

2 
1 

11 

148 

.78 
14 
5 

52 

16 

165 
39 
74 
2 

50 

147 
105 
26 
1 

15 

235 
100 
64 
12 

227 

128 
65 
3 

41 

295 

66 
32 
96 

101 

244 
57 
26 
76 
86 

52 
10 
6 

19 
17 

16 

"4 
1 
1 
9 

111 

103 
1 

181 
20 
90 
4 

67 

203 
141 
35 
1 

26 

242 
68 
78 
12 
83 

268 

108 
90 
2 

306 

35 
86 

126 

264 
62 
30 
80 

101 

42 
7 
6 
6 

24 

271 
39 

153 
5 

74 

228 
135 
S3 

330 
83 

107 
20 

120 

374 

110 
173 

2 

382 

44 
51 

105 
183 

320 
38 
42 
98 

142 

62 

31 

4 
1 

20 

126 

60 
2 

291 
50 

158 
10 

245 
147 
61 
4 

44 

344 
90 

115 
11 

119 

456 

146 
235 

2 
72 

387 

32 
61 

106 
188 

319 
25 
63 
93 

148 

7 

102 

47 
8 
1 

46 

26 
11 
3 

130 

35 
18 
2 

75 

47 
11 
5 

74 

151 

52 
21 
1 

78 

182 

34 34 

102 
31 
11 
1 

60 

367 
50 

231 
16 

200 
84 
61 
3 

62 

361 
90 

108 
14 

149 

418 

96 
249 

2 
72 

403 

67 
72 
97 

177 

48 
66 
84 

141 

64 
9 
0 

13 
36 

39 

183 

52 
20 
7 

104 

' Revised. 1. See note, table 1. Source: U.S. Department of Commerce, Bureau of Economic Analysis. 



September 1972 

1971. Although expenditures by oil 
affiliates in the Middle East as a whole 
are expected to double this year and 
increase an additional 36 percent in 
1973, most of the increase will be in 
Saudi Arabia where a settlement on the 
amount of local participation was 
reached earlier this year. 

Expenditures for exploration and 
production in Canada are expected to 
show sizable increases both this year 
and next. In Europe, the pace of expan­
sion ^vill slow somewhat in 1973, fol­
lowing recent substantial gains, but 
offshore discoveries in the North Sea 
imply strong future growth. The major 
factors boosting spending by petroleum 
affiliates in 1973 will be expansion of 
refining facilities in Japan and heavy 
new investment in tanker fleets. 

Expenditures by manufacturing af­
filiates are expected to show little 
change this year or in 1973, following a 
small increase last year. In 1969 and in 

X 1970, manufacturing affiliates greatly 
expanded their production facilities. 
The subsequent slowdoAvn in economic 
activity in most developed countries, 
beginning in 1970, probably has resulted 
in significant underutilization of plant 
capacity. Signs of an upswing in eco­
nomic activity abroad are becoming 
more evident, but current expenditure 
levels are probably expected to be suf­
ficient to handle initial increases in 
demand. Evidently, plant and equip­
ment expenditures abroad, as in the 
United States, tend to lag behind 
economic recovery. 

A sharp cutback in spendiag by 
manufacturing affiliates in the United 
Kiagdom this year is expected to be 
offset by healthy gains in Canada and 
Latin America. Next year, manufac­
turing affiliates in most areas plan to 
spend at about their 1972 levels. 

As in manufacturing, spending esti­
mates for affiliates in the mining indus­
try appear to have been affected by 
overcapacity. Outlays are expected to 
fall 4 percent this year and to increase 
only slightly in 1973, following 2 years 
of extraordinary growth. 

Led by the strong growth of trading 
affiliates, aggregate spending in indus­
tries other than mining, manufacturing, 
and petroleum is expected to rise sub­
stantially in both 1972 and 1973. 

SURVEY OF CURRENT BUSINESS 

Affiliates in this group taken together 
account for about 10 percent of total 
expenditures for all iadustries. 

Plant and equipment expenditures 
and U.S. direct investment abroad 

Plant and equipment expenditures 
increase the asset base of U.S.-OAvned 
foreign investments, but they do not 
necessarily result in an increase in the 
value of U.S. direct investment abroad 
which is a measure of the U.S. claims 
on those assets. 

The relationship between affiliates' 
plant and equipment expenditures and 

21 

U.S. direct investment largely reflects 
the source of financing. For instance, 
foreign affiliates may obtain funds for 
plant and equipment expenditures di­
rectly from their U.S. parent com­
panies in the form of loan or equity 
capital. Such transfers of funds are 
recorded as direct investment capital 
outflows in the U.S. balance of pay­
ments and they increase the value of 
U.S. direct investment abroad. U.S. 
owners, to the extent of their equity 
participation, also have a claim on the 
earnings of their affiliates. Thus, the 
use of reinvested earnings to finance 

Table S .^Est imates of Plant and Equipment Expenditures by U .S . Corporations' Foreign 
Affiliates in the Petroleum and Mining and Smel t ing , a n d Other Industries (Except 
Manufacturing)—Summary of Surveys 

[MUlions ot dollars] 

By area and major Industry division 

Petroleum 

All areas 

Canada 

Latin American Republics and other Western Hemisphere 
Venezuela 
Other Latin American Republics 
Other Western Hemisphere 

Europe 

United Kingdom 

European Economic Community 
Belgium ond Luxembourg 
France 
Germany 
Italy. 
Netherlands 

Other 

Japan 
Australia, New Zealand, and South Africa 
Other Africa 

Middle East 
Other Asia and Pacific 
International shipping 

Mining and Smelting > 

All areas... , 

Canada 

Latin American Republics and other Western Hemisphere. 

Europe 
European Economic Community 
Other 

Australia, New Zealand, and South Africa 

Other areas 

Other industries (except manufacturing) 

All areas... 

Canada 

Latin American Republics and other Western Hemisphere 

Europe 
United Kingdom 
European Economic Community 
Other 

Australia, New Zealand, and South Africa 
Japan 
Other areas 

Actual 

1967 1968 1969 1970' 1971 

3,901 

636 

306 
103 
149 
66 

1,045 

289 

682 
101 
61 

251 
93 
77 

174 

146 
96 

363 

191 
125 

920 

332 

288 

247 
45 

822 

264 

183 

246 
66 

100 
90 

43 
8 

79 

3,311 

669 

405 
176 
184 
66 

851 

283 

401 
71 
62 

100 
86 
82 

167 

207 
133 
507 

185 
168 
196 

1,035 

340 

466 

10 
3 
7 

199 
30 

850 

265 

220 

251 
43 

118 
90 

33 
9 

71 

3,640 

629 

601 
238 
138 
126 

876 

246 

472 
31 
86 

164 
111 
91 

168 

189 
211 
560 

154 
201 
319 

1,132 

340 

497 

10 
3 
7 

205 
80 

1,039 

326 

248 

313 
52 

149 
112 

43 
11 

3,797 

726 

514 
212 
183 
119 

974 

266 

546 
71 

107 
128 
166 
74 

172 

230 
155 
440 

141 
304 
312 

1,387 

411 

477 

15 
3 

12 

392 

1,353 

434 

289 

426 
80 

188 
168 

78 
8 

118 

4,728 

638 
205 
264 
169 

1,322 

334 

734 
138 
121 
188 
206 
80 

254 

370 
147 
324 

234 
444 
503 

1,735 

696 

244 

16 
3 

13 

662 
117 

1,608 

414 

282 

534 
118 
225 
191 

82 
17 

179 

Projection' 

1972 1973 

6,180 

825 

575 
172 
204 
199 

1,484 

376 

824 
89 

227 
242 
173 
93 

284 

366 
191 
299 

484 
439 
517 

1,657 

645 

230 

18 
4 

14 

647 
117 

1,619 

479 

258 

624 
159 
238 
227 

88 
21 

149 

5,876 

945 

579 
161 
199 
219 

1,634 

406 

802 
95 

191 
207 
200 
log 

326 

532 
203 
226 

658 
449 
750 

1,687 

262 

15 
3 

12 

679 
143 

1,796 

613 

309 

640 
116 
286 

90 
9 

135 

' Revised. 
1. See note, table 1. 2. There aro no expenditures In the United Kingdom and Japan. 
Source: U.S. Department of Commerce, Bureau of Economic Analysis. 
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capital expenditures also results in an 
increase in the U.S. direct investment 
position abroad. The use of other 
sources of financing for plant and 
equipment expenditures, such as foreign 
equity participation, affiliate borrowing 
abroad, and affiliates' depreciation re­
serves, does not increase the U.S. 
investors claims on the foreign affiliate 

and therefore does not increase the 
value of U.S. direct investment abroad. 
(The annual change in the direct in­
vestment position is equal to the sum 
of net capital outflows and the U.S. 
share of reinvested earnings, plus any 
valuation adjustments. See "U.S. 
Direct Investments Abroad in 1970" in 
the October 1971 SURVEY.) 

Billion $ 

II :> 
> - ET 

Plant and Equipment Expenditures, Net Capital Outflows, and 
Change in Direct Investment Position (Excluding Valuation Adjustments) 

CHART 11 

8 — 

Y = 476 f 0.30 X 
(10.31) 

If 2 = 0.88 

D.W. =1.60 

5e = 384 

5p = 14.36 

¥=839+0.48 X 
(15.«) 

1(2= 0.95 

D.W. = 2.40 

I e = 411 

Sp = 9.40 

73(est.| 

72|est.) 

Y'=Change in Direct Investment 
Position (Excluding * 
Valuation Adjustments) 

73(esl.) 

72(est.) 

Y=Net Capital Outflows 

0 2 4 6 8 10 12 

X = Plant and Equipment Expenditures 

NOTE—Figures in biackets ate t latios. 

1^2= Coefficient of deteiniiiialion collected for degrees of freedom. 

D.*. = DurbirbWatson statistic. 

Te = Corrected standard error of (tie estrniate. 

Tp = Corrected standard error of tfte estimate divided by ttie niean of the dependenl variable (rn percent). 

U.S. Department of Commerce. Bureau of Economic Analysis 
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Since foreign affiliates have a mix of 
funds available to them to finance their 
capital outlays, only a portion of their 
total plant and equipment expenditures 
is related directlj^ to funds which affect 
the balance of payments or the direct 
investment position of the United States. 
The remainder of this article presents 
a brief analysis of that relationship. 

The results of simple regression 
analysis are shown in chart 11 for, 
first, the relationship between affiliates' 
plant and equipment expenditures and 
balance of payments net capital out­
flows for direct investment, and second, 
the relationship between plant and 
equipment expenditures and the change 
in the U.S. direct investment position 
excluding valuation adjustments (i.e., 
net capital outflows for direct invest­
ment plus the U.S. share of affiliates' re­
invested earnings^). The points on the 
chart represent data for 1957, when the 
first plant and equipment spending 
survey was taken, through 1971. A 
simple regression line has been fitted 
to each of the two sets of points. 

Of course, net capital outflows and 
the change in investment position are 
affected by many factors other than 
plant and equipment expenditures. 
Credit conditions and profit rates 
both here and abroad, for instance, 
influence the mix of available financing. 
Government policies, such as the U.S. 
direct investment control program dis­
cussed below, may also have an impact. 
However, in spite of these other infiu-
ences, there is a surprisinglj- strong 
simple relationship between net capital 
outfioA\'s or changes in the direct 
investment position and plant and 
equipment expenditures. 

The relationship between plant and 
equipment expenditures and net capital 
outflows indicates that annual net capi­
tal outflows averaged about one-third of 
annual plant and equipment expendi­
tures in the years 1957 through 1971. 
The regression, with plant and equip­
ment expenditures as the independent 
variable, indicates a high correlation 
(Il2_o.g8) between the two variables. 
The regression coefficient (t statistic = 

2. Current balance of payments methodology does not 
include the U.S. share oi aflliiates' reinvested earnings as 
a direct investment capital outflow. 
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10.31) is significant and the Durbin-
Watson statistic (D.W.=1.60) leads 
to the acceptance of the hypoth­
esis that error terms are serially 
independent. 

The relationship between plant and 
equipment expenditures and aimual 
changes in the U.S. direct investment 
position excluding valuation adjust­
ments indicates that, over the period 
covered, net capital outflows plus 
reinvested earnings were on average 
about one-half of total plant and 
equipment expenditures. As in the 
the first equation, the regression coeffi­
cient is significant ( t= 15.48) and the 
Durbin-Watson statistic (D.W.=2.40) 
suggests the absence of serial correlation. 

There were two periods of time in 
which the actual relationship between 
expenditures and capital outflows dif­
fered substantially from that estimated 
by the regression line. (The same differ­
ences also occurred in the relationship 
between expenditures and the change in 
the direct investment position.) First, 
in 1957 net capital outflows were much 
higher, and in the following year 
much lower, than the regression esti­
mate. Foreign affiliates may well have 
used a portion of 1957 outflows to 
finance expenditures in 1968. In addi­
tion, 1957 was a year for which a 
benchmark survey of direct invest­
ment was taken and therefore the 
coverage of capital flows was probably 
better. In other than benchmark years, 
total capital flows are the sum of 
reported data for a somewhat smaller 
group of U.S. direct investors. 

The second significant deviation 
occurred in 1965 and 1966. In both 
years, net capital outflows were sub­
stantially higher than the regression 
estimate. These were the second and 

third years of a 3-year period of 
exceptionally rapid spending growth. 
The average annual increase in expendi­
tures for the 3 years 1964-66 was about 
20 percent. The high ratio of capital 
outflows to expenditures in 1965 and 
1966 may have reflected an unusually 
large need for U.S. funds to finance 
this sustained rapid growth, since 
internally generated funds of the affili­
ates grow rather steadily over time and 
foreign financing may not have been 
available. In future work with these 
data, any systematic variation in these 
years due to the sustained high rate of 
growth must be taken into account. 

The high ratio of direct investment 
capital outflows to expenditures in 1965 
and 1966 occurred despite initiation of 
voluntary controls designed to improve 
the balance of payments. (A portion of 
the unusually large increase in such 
flows in the first half of 1965 may have 
been in anticipation of those controls.) 
The voluntary program regulating di­
rect investment was made mandatory 
in 1968. The effect of these controls has 
been to encourage U.S. corporations or 
their affiliates to borrow funds abroad 
in order to reduce the impact of direct 
investment on the U.S. balance of pay­
ments. While these regulations do not 
necessarily restrain either net capital 
outflows or plant and equipment ex­
penditures, they probably have resulted 
in structural changes affecting their 
relationship. If the regulations result in 
increased U.S. parent company bor­
rowing abroad and these funds are used 
to finance affiliates' capital spending, 
then net capital outflows and the 
change in the direct investment posi­
tion and their relationship to capital 
expenditures would be essentially the 
same as in the absence of controls. If, 

on the other hand, the regulations 
result in increased affiliate borrowing 
abroad to finance plant and equipment 
expenditures, then net capital outflows 
and the change in investment position 
would be lower than they would be in 
the absence of controls and their rela­
tionship to plant and equipment ex­
penditures would be changed. There is 
some evidence (although inconclusive) 
that the latter has happened. From 
1957 through 1967, the last year prior 
to mandatory controls, total net capi­
tal outflows averaged 39 percent of 
plant and equipment expenditures. In 
1968-71, the percentage was 33 percent. 

The estimated relationships may be 
useful in giving an indication of what 
impact planned affiliate expenditures in 
1972 and 1973 Avill have on balance of 
payments net capital outflows and on 
the U.S. direct investment position. Of 
course, it must be recognized that the 
relationships estimated by the regres­
sions may not hold very closely in any 
given year. The lines on the right-hand 
side of chart 11 represent the range (to 
one standard error) of net capital out­
flows and of the change in the U.S. 
direct investment position associated 
with the current estimates of plant and 
equipment expenditures in 1972 and 
1973. The range is about plus or minus 
$385 million for net capital outflows 
and about plus or minus $410 million 
for the change in.the direct investment 
position. These relationships provide 
useful insight. However, to develop 
more precise predictive tools further 
research is needed to take into account 
the numerous factors other than plant 
and equipment expenditures which 
affect net capital outflows and the 
change in the direct investment position. 


